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In separate hearings of the Senate and House Banking Subcommittees on March 16, Asst.
Treasury Secretary David Mulford said that proposals calling for special one-time allocation
of Special Drawing Rights (SDRs) to poor nations for use in repaying foreign debts would be
counterproductive. The SDR is a reserve asset created by the International Monetary Fund for
use by members in balance of payments transactions, and allocations are made to participants in
proportion to their shares in IMF quotas. Its value is based on a weighted average of five major
currencies. The 1988 omnibus trade bill passed by Congress required the Treasury Department to
study the feasibility of a special allocation. The Department's report was submitted to Congress late
March 15. Mulford said, "The report concludes that the use of SDRs would undermine adjustment
incentives, contribute to inflationary pressures, weaken the liquidity of the SDR and its usefulness
as a monetary asset, and undermine the ability of the US to mobilize its SDR holdings." Next, the
report stated that a special allocation of SDRs, by failing to differentiate between good and bad
records by recipient governments, could reduce incentives to adopt necessary economic reforms.
Moreover, limiting such a proposal to the world's poorest nations would be difficult since middleincome countries who hold substantially more debt, "would undoubtedly seek similar treatment,
resulting in a much larger SDR allocation." The proposal examined by the Treasury also calls for
debtors to repay loans from government creditors with SDRs while incurring no interest cost in the
use of SDRs. The report said, "In effect, creditors would be paying interest to themselves on the
SDRs which they receive as debt repayments," and "to the extent that creditors received limited
purpose SDRs, their need for and willingness to acquire SDRs through other transactions could
diminish. This could reduce the liquidity of outstanding SDRs and possible support for future
allocations to meet a global need to supplement reserve assets." Mulford told congresspersons that
the IMF's Enhanced Structural Adjustment Facility (ESAF) is a preferable alternative for assisting
the poorest nations. He added that Congress should support the Bush administration's request for
a $150 million contribution to the ESAF. The ESAF is a special IMF trust that provides financing
to poor nations at concessional interest rates. The ESAF has been described as an expansion of
resources of the Fund's Structural Adjustment Facility (SAF).
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